
1

When Storms When Storms 
CollideCollide

Benjamin Tal, 
Senior Economist

Economics & Strategy

Proudly sponsored by 

Proudly sponsored by 
FirstLine Mortgages

Almost There?Almost There?

0

100

200

300

400

500

600

700

75 78 81 84 87 90 93 96 99 02 05 08
Household Income House Prices

Index 1975=100 



2

Proudly sponsored by 
FirstLine Mortgages

Global Banks on More Solid FootingGlobal Banks on More Solid Footing

0

200

400

600

800

Total Americas Europe Asia

Writedowns
Capital Raised

$ Bn

Proudly sponsored by 
FirstLine Mortgages

Fed Not Repeating JapanFed Not Repeating Japan’’s 1990s s 1990s 
ErrorsErrors

0

1

2

3
4

5

6

7

-6 0 6 12 18 24 30 36 42 48 54 60 66

Fed Funds Since Mar-07
BoJ Overnight After Jun-89

Equity Peak months after equity peak

5 yrs to get rate to 
1%

Only 1 yr after 
equity peak



3

Proudly sponsored by 
FirstLine Mortgages

US Bailout Package: US Bailout Package: ““AA”” for Effortfor Effort

29

 700 

200

150

85
50

0

200

400

600

800

1000

1200

1400

Bear
Stearns

Money
Market

AIG Eco.
Stimulus

GSEs Tsy.
Bailout

Total 

$ Bn
1,214*

* Does not incl. TSLF, PCLF, 
CP purchases or discount 
window lending

Proudly sponsored by 
FirstLine Mortgages

TED SpreadTED Spread

0
50

100
150
200
250
300
350
400
450
500

Sep-
06

Dec-
06

Mar-
07

Jun-
07

Sep-
07

Dec-
07

Mar-
08

Jun-
08

Sep-
08

3-month eurodollars less
3-month T-bills, bps



4

Proudly sponsored by 
FirstLine Mortgages

Deficit / GDP Ratio to Approach Deficit / GDP Ratio to Approach 
WW2 LevelsWW2 Levels

-10

-5

0

5

10

15

20

25

1945 1955 1965 1975 1985 1995 2005

Fcs t

Assumes $1.5 tn 
deficit next year

US budget deficit as percentage of GDP

Proudly sponsored by 
FirstLine Mortgages

SwedenSweden’’s Aggressive Action s Aggressive Action 
Rescued StocksRescued Stocks

0

20

40

60

80

100

120

140

Jan-
88

Jul-89 Jan-
91

Jul-92 Jan-
94

Jul-95 Jan-
97

Swedish Equity Index

 Sweden guarantees 
bank debt, adds 

capital, eases rates



5

Proudly sponsored by 
FirstLine Mortgages

Real Fed Funds RateReal Fed Funds Rate

-6

-4

-2

0

2

4

6

8

10

Sep60 Sep68 Sep76 Sep84 Sep92 Sep00 Sep08

Real Fed Funds Rate (%)

Proudly sponsored by 
FirstLine Mortgages

US Home Equity WithdrawalsUS Home Equity Withdrawals

0

100

200

300

400

500

600

700

800

00Q1 01Q1 02Q1 03Q1 04Q1 05Q1 06Q1 07Q1 08Q1

SAAR, $Bn



6

Proudly sponsored by 
FirstLine Mortgages

Economic GrowthEconomic Growth

-0.5

0.0

0.5

1.0

1.5

2.0

2.5

3.0

08Q2

CAN
US

%

-0.5

0.0

0.5

1.0

1.5

2.0

2.5

3.0

08Q3

Proudly sponsored by 
FirstLine Mortgages

Overseas Economies Were in Recession (Overseas Economies Were in Recession (LL))
Well Before the Financial Shock Intensified (Well Before the Financial Shock Intensified (RR))

-1.5

-1.0

-0.5

0.0

0.5

1.0

07:
Q
3

07:
Q
4

08:
Q
1

08:
Q
2

08:
Q
3

Eurozone Japan

Real GDP, % ch 

Fcst

2.0

2.5

3.0

3.5

4.0

4.5

5.0

28-Aug 25-Sep 23-Oct

3-month LIBOR (%)



7

Proudly sponsored by 
FirstLine Mortgages

Past Recessions and Oil SpikesPast Recessions and Oil Spikes

0

20

40

60

80

100

120

140

160

70 75 80 85 90 95 00 05

Global Recessions Real Oil Price

2008$/bbl

Proudly sponsored by 
FirstLine Mortgages

Recent Oil Spike vs. Past SpikesRecent Oil Spike vs. Past Spikes

0

100

200

300

400

500

600

1973
Middle

East War

Iranian
Revolution

First Iraq
War

Early '02 -
 Mid 2008

Peak

% real price increase  +500%



8

Proudly sponsored by 
FirstLine Mortgages

Savings Rates:  OCED and OPECSavings Rates:  OCED and OPEC

0
5

10
15
20
25
30
35
40
45

92 94 96 98 00 02 04 06 08

Oil Exporters OECD

Savings rate (%)

Proudly sponsored by 
FirstLine Mortgages

Stimulus Package Less Than Stimulus Package Less Than 
Recent Rise in US Oil PaymentsRecent Rise in US Oil Payments

0

50

100

150

200

250

Increase in US Oil 
Payments since 2005

Tax Rebate Package

To OPEC

To Canada

To Russia
To Mexico

To Other Producers

$Bn



9

Proudly sponsored by 
FirstLine Mortgages

TSX SellTSX Sell--Off Among Worst Since Off Among Worst Since 
DepressionDepression

10

100

1,000

10,000

100,000

0 1932 1944 1957 1969 1982 1994 2007

80% 
d

43% drop

[ratio scale]

Great Depression

Subprime Crisis

Proudly sponsored by 
FirstLine Mortgages

DeDe--Leveraging by Strapped Hedge Leveraging by Strapped Hedge 
Funds Accentuating VolatilityFunds Accentuating Volatility

0

10

20

30

40

50

60

Jul04 Jul05 Jul06 Jul07 Jul08
900

950

1000

1050

1100

1150

1200

VIX Index (L)
Hedge Fund US$ absolute return index (R)



10

Proudly sponsored by 
FirstLine Mortgages

Earnings Growth Expectations:Earnings Growth Expectations:
Falling But Still Too HighFalling But Still Too High

0

5

10

15

20

25

30

2007 2008 2009

3 mo ago Latest (10/16)

"Bottoms-up" consensus for TSX C omposite 
(% chg)

Proudly sponsored by 
FirstLine Mortgages

TSX vs. LongTSX vs. Long--Term Trailing Term Trailing 
EarningsEarnings

0

10

20

30

40

50

60

Q1.66 Q1.73 Q1.80 Q1.87 Q1.94 Q1.01 Q1.08

P/E (based on 10-year avg. 
annual earnings)

Long-run avg. = 23



11

Proudly sponsored by 
FirstLine Mortgages

Current SellCurrent Sell--Off vs.Off vs.
Prior Bear Market TimingPrior Bear Market Timing

40

60

80

100

120

1 13 25 37 49 61 73

2008

2000

1998

Index (cycle peak = 100)

Months

avg. 
recovery 

period

Proudly sponsored by 
FirstLine Mortgages

90% of Emission Growth Came 90% of Emission Growth Came 
From Outside of the OECDFrom Outside of the OECD

Source: EIA, CIBCWM

Emissions Growth (2000-2007)

0
1000
2000
3000
4000
5000
6000
7000

C hina Other
Non-

OECD

US Other
OECD

Million metric tonnes
carbon dioxide

D
e
v
e
lo

p
in

g
co

u
n
tr

ie
s

Developed
countries



12

Proudly sponsored by 
FirstLine Mortgages

ChinaChina’’s Export Sector:s Export Sector:
The Second Largest Emitter GloballyThe Second Largest Emitter Globally

Source: EIA, Tyndall, CIBCWM

CO2 Emissions from China Net Exports vs. 
Selected National Emissions Figures (2005)

0
1000
2000
3000
4000
5000
6000
7000

US C hina's
emissions
from net
exports

Russia Japan Germany Canada Australia

Million metric tonnes 

Proudly sponsored by 
FirstLine Mortgages

Canadian Real Estate:Canadian Real Estate:
Unit Sales to New Listings RatioUnit Sales to New Listings Ratio

0.2

0.3

0.4

0.5

0.6

0.7

0.8

0.9

97 99 01 03 05 07



13

Proudly sponsored by 
FirstLine Mortgages

Canadian House Prices:  Canadian House Prices:  
Some OvershootingSome Overshooting

0

100

200

300

400

500

1980 1984 1988 1992 1996 2000 2004 2008
first
halfResale House Prices

Disposable Income

Index: 1980 = 100

Proudly sponsored by 
FirstLine Mortgages

Affordability: West vs. The RestAffordability: West vs. The Rest

0%

10%

20%

30%

40%

50%

60%

70%

Van
co

uv
er

Ca
lg
ar

y

Ed
m

on
to

n

Sas
ka

to
on

To
ro

nt
o

Mon
tre

al

Ha
lif
ax

1990 2008

Cost of Carrying a House
as a Share of Personal Disposable Income 

60

80

100

120

140

160

180

05Q1 05Q4 06Q3 07Q2

East West

Index (05Q1=100)



14

Proudly sponsored by 
FirstLine Mortgages

Canada vs. US:  Spot the DifferenceCanada vs. US:  Spot the Difference

0%

2%

4%

6%

8%

10%

12%

Aus
tr
alia UK US

Can
ada

Share of Speculative 
Activity in Total Mortgage 

Outstanding

17%20%

cash position 
as share of fin. 
assets

557%647%

net worth as 
share of 
income

66%52%

consumer debt 
as share of 
income

120%80%

mortgage debt 
as share of 
income 

$62,000$35,000
debt per capita

USCanada

Proudly sponsored by 
FirstLine Mortgages

US House Prices by US House Prices by SubprimeSubprime
ExposureExposure

70
75

80
85

90
95

100
105

Ju
n-0

6

Oct
-0

6

Fe
b-0

7

Ju
n-0

7

Oct
-0

7

Fe
b-0

8

Ju
n-0

8

Above Avg Subprime
Exposure
Below Avg Subprime
Exposure

Index: Jun 06=100

-30 -20 -10 0

30% &
over

20-
29%

10-
19%

Less
than
10%

su
b
p
ri

m
e
 e

x
p
o
su

re

% chg in House Prices
since Jun 06



15

Proudly sponsored by 
FirstLine Mortgages

Canadian Mortgage Arrears vs. Canadian Mortgage Arrears vs. 
OutstandingOutstanding

Mortgage Arrears

0.20

0.25

0.30

0.35

0.40

0.45

0.50

000102030405060708

as a % of
total portfolio

Mortgage Outstanding

0

2

4

6

8

10

12

14

16

97 99 01 03 05 07

C anada US

y/y % chg


